BEAR SPREAD 



36 



37 



BIDDING UP 



an uptjck (the last price was higher than the price before it) or a zero 
plus tick (the last price was unchanged but higher than the last pre- 
ceding different price). 

BEAR SPREAD strategy in the options market designed to take advan- 
tage of a fall in the price of a security or commodity. Someone executing 
a bear spread could buy a combination of calls and puts on the same 
security at different strike prices in order to profit as the security's price 
fell. Or the investor could buy a put of short maturity and a put of long 
maturity in order to profit from the difference between the two puts as 
prices fell. See also bull spread. 

BELL signal that opens and closes trading on major exchanges— some- 
times actually a bell but sometimes a buzzer sound. 

BELLWETHER security seen as an indicator of a market's direction. In 
. stocks, International Business Machines (IBM) has long been consid- 
ered a bellwether because so much of its stock is owned by institutional 
investors who have much control over supply and demand on the stock 
market. Institutional trading actions tend to influence smaller investors 
and therefore the market generally. In bonds, the 20-year U.S. Treasury 
bond is considered the bellwether, denoting the direction in which all 
other bonds are likely to move. 

BELOW PAR see par value. 

BENEFICIAL OWNER person who enjoys the benefits of ownership 
even though title is in another name. When shares of a mutual fund are 
held by a custodian bank or when securities are held by a broker in 
street name, the real owner is the beneficial owner, even though, for 
safety or convenience, the bank or broker holds title. 

BENEFICIARY 

1. person to whom an inheritance passes as the result of being named 
in a will. 

2. recipient of the proceeds of a life insurance policy. 

3. party in whose favor a letter of credit is issued. 

4. one to whom the amount of an annuity is payable. 

5. party for whose benefit a trust exists. 

BEST EFFORT arrangement whereby investment bankers, acting as 
agents, agree to do their best to sell an issue to the public. Instead of. 
buying the securities outright, these agents have an option to buy and 
an authority to sell the securities. Depending on the contract, the agents 
exercise their option and buy enough shares to cover their sales to 
clients, or they cancel the incompletely sold issue altogether and forgo 
the fee. Best efforts deals, which were common prior to 1900, entailed 
risks and delays from the issuer's standpoint. What is more, the broad- 
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ening of the securities markets has made marketing new issues easier 
and the practice of outright purchase by investment bankers, called firm 
commitment underwriting, has become commonplace. For the most 
part, the best efforts deals we occasionally see today are handled by 
firms specializing in the more speculative securities of new and unsea- 
soned companies. See also bought deal. 

BEST'S RATING rating of financial soundness given to insurance com- 
panies by Best's Rating Service. The top rating is A+ . A Best's rating 
is important to buyers of insurance or annuities because it informs them 
whether a company is financially sound. Best's Ratings are also im- 
portant to investors in insurance stocks. 



BETA 

1. coefficient measuring a stock's relative volatility. The beta is the 
covariance of a stock in relation to the rest of the stock market The 
Standard & Poor's 500 Stock Index has a beta coefficient of 1 . Any 
stock with a higher beta is more volatile than the market, and any 
with a lower beta can be expected to rise and fail more slowly than 
the market. A conservative investor whose main concern is preser- 
vation of capital should focus on stocks with low betas, whereas one 
willing to take high risks in an effort to earn high rewards should 
look for high-beta stocks. See also alpha. 

2. on the London Stock Exchange, the designation beta stocks applies 
to the second tier in a four-level hierarchy introduced with big bang 
m October 1986. With alpha stocks representing the equivalent of 
American blue chip issues, beta stocks represent smaller issues that 
are less actively traded. See also delta (2); gamma stocks. 

BID AND ASKED bid is the highest price a prospective buyer is prepared 
to pay at a particular time for a trading unit of a given security asked 
is the lowest price acceptable to a prospective seller of the same security 
Together, the two prices constitute a quotation; the difference between 
the two prices is the spread. Although the bid and asked dynamic is 
common to all securities trading, "bid and asked" usually refers to 
unlisted securities traded over the counter. 

BIDDING UP practice whereby the price bid for a security is successively 
moved higher lest an upswing in prices leaves orders unexecuted. An 
example would be an investor wanting to purchase a sizable quantity 
of shares in a rising market, using buy limit orders (orders to buy at a 
specified price or lower) to ensure the most favorable price. Since offer 
paces are moving up with the market, the investor must move his limit 
buy price upward to continue accumulating shares. To some extent the 
buyer is contributing to the upward price pressure on the stock, but 
most of the price rise is out of his control. 
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OBLIGATION BOND type of mortgage bond in which the face vatoe J 
is weate than the valiPof the underlying- property.-The AffeienceJ 
corses the lender for costs exceeding the mortgage value. 

OBLIGOR one 



who has an obligation, such as an issuer of bonMfe 
'borrower of money from a bank or another source or a credit cx . 
S?bu iness supplier or retailer. Tne obligor (obiter, debtor)^ 
Ugally bound to pay a debt, including interest, when due. 

nnn LOT securities trade made for less than the normal trading um| 
KeVa KOmo lot). In stock trading, any purchase or sale of ^| 
Coo shares is considered an odd lot. although inacuve stocks^ 
Sly mdeto round lots of 10 shares. An investor buy.ng , or ^selhn^ 
odd Eys a higher commission rate than someone makmg a mm 
St tSde P Tnis odd-lot differential varies among brokers but for stoc^ 
s ofen%& of a point (12J4») per share. For instance, someone 
m shares of XYZ at $70 would pay $70 a share phis comm.^| 



contrary to odd-lot trading patterns. Heavy odd-lot buying in a rising 
market is interpreted by proponents of this theory as a sign of technical 
weakness and the signal of a market reversal. Conversely, an increase 
of odd-lot selling in a declining market is seen as a sign of technical 
strength and a signal to buy. In fact, analyses of odd-lot trading over 
-the years fail to bear out the theory with any real.degree of consistency, 
and it has fallen into disfavor in recent years. It is also a fact that odd- 
lot customers generally, who tend to buy market leaders, have fared 
rather well in the upward market that has prevailed over the last fifty 
years or so. See also odd-lot short-sale ratio. 

OEX pronounced as three letters, Wall Street shorthand for the Standard 
& Poor's 100 stock index, which comprises stocks for which options 
are traded on the Chicago Board Options Exchange. OEX index options 
are traded on the Chicago Board of Trade, and futures are traded 
on the Chicago Mercantile Exchange. See also stock indexes and 

AVERAGES. 
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,he same time, someone buying only 50 shares of XYZ would paj jSg, 
a share plus commission. See also odd-lot dealer; odd-lot Shop 
SALE ratio; odd-lot theory . - *| ^ 

ODD-LOT DEAIiER originally a dealer who bought round lots tfjglL-^ 
aJd resol I ft ta Todd lots to retail brokers who. in turn. ~°g§j| 
Sr smaller customers at the regular commission rate plus « 
Eg called the odd-lot differential The assembling ^ roug 
from odd lots is now a service provided free by New York Stocy| 
change specialists to member brokers, and odd-lot ™-««|L 
executed tfirough most brokers serving the reta.l public. »|| 

odd lots do. however, receive extra compensation; «««« 
Se toker. but » of a point (12**) per share m addmon to a,,t| 
commission is typical. See also odd-lot. 

ODD-LOT SHORT-SALE RATIO ratio ^"^^g 
Qhort sales by total odd-lot sales, using New York 
NYSE «tSics; aiso called the odd-lo, selling indoor! 
odd-lot investors-those who buy and sell in less than UMjM 
Ss-«ac, to market highs and lows; when the marke J^kM^ 
odd-lot short sales reach a high point, an^»^ 
lot ratio has followed the opposite pattern of the NYSE member^ 
sale ratio. See also odd-lot theory. 
ODD-LOT THEORY historical theory that the odd lot inves|J 
"Li personai investor who trades in less than 100-share quqMfc 
is usuSy guilty of bad timing and that profits can be made 



OFF-BOARD off the exchange (the New York Stock Exchange is known 
as the Big Board, hence the term). The term is used either for a trade 
r that is executed over the counter or for a transaction entailing listed 
securities that is not completed on a national exchange. Over-the- 
counter trading is handled by telephone, with competitive bidding car- 
i ried on constantly by market makers in a particular stock. The other 
kind of off-board trade occurs when a block of stock is exchanged 
between customers of a brokerage firm, or between a customer and the 
% -'firm itself if the brokerage house wants to buy or sell securities from 
rfev its own inventory. See also third market. 

COFFER price at which someone who owns a security offers to sell it; 
"l^jalso known as the asked price. This price is listed in newspapers for 
"Nfe stocks traded over the counter. The bid price— the price at which 
iK someone is prepared to buy— is also shown. The bid price is always 
Kglower than the offer price. See also offering price. 

fJOHTERING see public offering. 

Ij&FFERING CIRCULAR see prospectus. 

||0FFERING DATE date on which a distribution of stocks or bonds will 
jgpjrst be available for sale to the public. See also dated date; public 
^offering. 

||0FFERING PRICE price per share at which a new or secondary distri- 
Jpution of securities is offered for sale to the public; also called public 
^offering price. For instance, if a new issue of XYZ stock is priced at 
p|$40 a share, the offering price is $40. 
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OPTION SERIES 



gations of both parties to a trade are fulfilled. The OCC also processes j g. 
Uk exchange of money on all options trades and maintains jwanbtf § | 
those trades. Its prospectus is given to all investors to read before £| g | 
- can trade in options. This prospectus outlines the rules ^ d * jg 
trading and sets the standards for ethical conduct on the part m 
traders. See also option. 

OPTION SERIES options of the same class (puts or calls with the same J 
underlying security) that also have the same exercise price andrnam-| 
rity month. For instance, all XYZ October 80 calls are a series, as ait| 
all ABC July 100 puts. See also option. ; 

OPTION SPREAD buying and selling of options within the same CUSSJ 
ot rh* cam* time. The investor who uses the option spread strategy 



liij muiiui. * v ...v,. , 

all ABC July 100 puts. See also option 

EAD buying and selling of . 
at the same time. The investor who uses the option _ r ___ 
hopes to profit from the widening or narrowing of the spread Www 
the various options. Option spreads can be designed to be profitable id 



either up or down markets. 
Some examples: 

(1) entering into two options at the same daehuk ™, ^jffimB& 
different maturity dates. For instance, an investor could buy an XWj^r 



t EXERCISE PRICE, butwith 



CUIlcrcm inaiuiu/ uuiwj. * » — 

April 60 call and sell an XYZ July 60 call. £f§ 
m entering into two options at different strike prices wttjgg 



(2) entering into two options at «».v.w.* - -- --- 

■ * i month. For example, an investor could buy an xuj 



same expiration myuu.. * ^ ~» — r — . - 

April 60 call and sell an XYZ April 70 call. ^ 
(3) entering into two options at different strike prices wrth mm 
expiration months. For instance, an investor could buy an XY£ f 
60 call and sell an XYZ July 70 call. M 

OPTION WRITER person or financial institution that sells put anclca| 
options. A writer of a put option contracts to buy 100 1 shares oT *n 
from the put option buyer by a certain date for a fixed P"«. %SH 
ample, an option writer who sells XYZ April 50 put agrees to biiy|| 
stock from the put buyer at $50 a share any time unul the co^ 

expires ^P^ a CAU _ 0PTI0N , 0 n the other hand, g uarante ^^ 
the call option buyer the underlying stock at a particular price befoiej 
certain date. For instance, a writer of an XYZ April 50 call 
sell stock at $50 a share to the call buyer any time before Ap- 

In exchange for granting this right, the option writer receM|j 
payment called an option premium. For holders of large PO m ?!|& 
the premiums from stocks, option writing therefore is a source|| 
ditional income. 

OR BETTER Indication, abbreviated OB on the order ticket of ato 
order to buy or sell securities, that the broker should transact foej 
at a price better than the specified limit price if a better pnce| 
obtained. 




301 ORIGINAL COST 

ORDER 

Investments: instruction to a broker or dealer to buy or sell securities 
or commodities. Securities orders fall into four basic categories: market 
order, limit order, time order, and stop order. 
Law: direction from a court of jurisdiction, or a regulation. 
Negotiable instruments: payee's request to the maker, as on a check 
stating, "Pay to the order of (when presented by) John Doe." 
Trade: request to buy, sell, deliver, or receive goods or services which 
commits the issuer of the order to the terms specified. 

|f. ORDER TICKET form completed by a registered representative 
(account executive) of a brokerage firm, upon receiving order in- 
structions from a customer. It shows whether the order is to buy or to 
sell, the number of units, the name of the security, the kind of order 
(order market, limit order or stop order) and the customer's name 
or code number. After execution of the order on the exchange floor or 
m the firm's trading department (if over the counter), the price is written 
and circled on the order ticket, and the completing broker is indicated 
by number. The order ticket must be retained for a certain period in 
compliance with federal law. 

^ORDINARY INCOME income from the normal activities of an individ- 
|K J ual or business, as distinguished from capital gains from the sale of 
-^ assets. Prior to the tax reform act of 1986, the long-term capital 
^ gains tax was lower than that on ordinary income. The 1986 Act 
eliminated the preferential capital gains rate, but it kept the separate 
-^statutory language to allow for future increases in ordinary income rates. 

^ORDINARY INTEREST simple interest based on a 360-day year rather 
'^pthan on a 365-day year (the latter is called exact interest). The difference 
jpktween the two bases when calculating daily interest on large sums of 
gMmoney can be substantial. The ratio of ordinary interest to exact interest 
f^jp 1.0139.. 

ORGANIZATION CHART chart showing the interrelationships of 
Ij^ositions within an organization in terms of authority and responsibility, 
llp^ere are basically three patterns of organization: line organization, in 
*gwhich a single manager has final authority over a group of foremen or 
|imddle management supervisors; Junctional organization, in which a 
|general manager supervises a number of managers identified by func- 
gtion; and line and staff organization, which is a combination of line 
fand functional organization, with specialists in particular functions hold- 
ling staff positions where they advise line officers concerned with actual 
production. 
j*r ■ 

|0RIGINAL COST 

|lf in accounting, all costs associated with the acquisition of an asset. 



